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A Hawkish Pause

After ten consecutive hikes since liftoff began in March 22, the Fed opted to keep rates unchanged at their June meeting. Though the decision to pause was
widely anticipated by markets, a new dot plot that projected two additional rate hikes in 2023 caught many investors off guard. Perhaps most importantly for high yield
market risk, this shift was driven by a modest increase in economic activity, as Fed officials now see better output growth in the coming quarters only partially offset by the
need to get more aggressive in taming inflation. In this Weekly Briefing, we discuss the impact of recent data on our spread fair value models, with a refreshed Summary of
Economic Projections contributing to compression of our OAS target.

A “Live” July FOMC Meeting

Insisting that no decision has been made with regard to the July meeting, Chairman Powell seemed to tip his hand a bit after referring to the June decision as a
“skip,” though he promptly retracted his words. Nevertheless, investors will be focused on labor-related data and the June CPI number, key releases ahead of the July
FOMC meeting (26" — 27%"). Thus far, the market seems caught in the middle, with Fed Funds Futures implying one more 25 bps hike left in 2023, likely in anticipation of
inflation moderation that reduces the need for the Fed to act as aggressively as what was inferred by the new dot plot. Importantly, and somewhat lost amidst commotion
stemming from dot plot drama, was a general upgrading of economic expectations. More specifically, Fed officials now see real GDP growth coming in at +1.0% in ’23 (up
from a previous estimate of +0.4%), while also moderating unemployment rate expectations to 4.1% (down from a previous estimate of 4.5%).

Market Sees One More Hike Fed Boosts GDP Growth Outlook; Inflation Likely Higher
Fed funds futures implied rate by FOMC meeting date, as of June 15, 2023 March vs. June Summary of Economic Projections
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Valuations Improve

Perhaps the most impactful aspect of the recently updated Summary of Economic Projections — at least from the perspective of a high yield investor — is the
upgrading of economic growth that underpins Chairman Powell’s anticipation of a “soft landing.” Mindful that economic contractions that follow Fed rate hiking cycles
have historically been the rule, rather than the exception, recession avoidance is not without precedent®. In fact, the Atlanta Fed’s GDPNow model is signaling Q2 output
nearing 2%, and Fed officials now see real GDP Growth of +1.0% in ’23, a 60 bps improvement relative to the March outlook. As it relates to high yield, our economic
scenario analysis below shows how sensitive a 5% shift in favor of a “soft landing” (scenario #1) at the expense of a “severe recession” (scenario #5) can be, compressing
spread fair value to ~ 495 bps. Similarly, our recently updated macro spread regression model also signals a more favorable outlook, with our fair value estimate improving
to 485 bps (vs. 530 bps last month).

Fed Outlook Improves Fair Value Spread Target Macro Spread Regression Model Target Falls Below 500 bps
before and after June FOMC Meeting commentary generated using monthly data
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Two More Hikes Penciled In

Though the decision to pause coincided with the consensus view in days leading up to the FOMC meeting, a move in the median dot to 5.625% caught markets
by surprise. Representing a two hike / 50 bps increase from the median March projection, the updated dot plot included a relatively wide range of views as to where rates
finish the year. Of the 18 opinions cast, three anticipated more than two hikes during the balance of 2023, while six came in below the median. Furthermore, looking toward
2024, the median view is for 100 bps of cuts (vs. 87.5 bps in March), but for rates to end at 4.625% (up from 4.25% in March). Consistent with updated expectations, the
post-FOMC statement struck a hawkish tone, including language that suggested the committee would determine the extent “of,” rather than “to which,” “additional policy
firming may be appropriate” in the coming months. Though this uncertainty, in our view, represents downside risk to an otherwise improving economic narrative, we
continue to believe the committee will be highly data dependent going forward, and that member expectations are likely to evolve as new data comes in.

Median Dot Moves to 5.625% Pace Had Already Tapered Off Meaningfully
post June '23 FOMC Meeting rate hikes by FOMC date
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Some Room for Risk

Though we remain of the view that higher-quality credit and exposure to less cyclical capital structures make sense at this point in the cycle, we do think a
modest moderation of our underweight to higher-yielding bonds within the index has some merit, particularly in light of the recent upgrading of GDP growth expectations
by Fed officials. Furthermore, CPI base effects and other progress on the inflation front may preclude the Fed from acting as aggressively as signaled in the most recent dot
plot, which could further boost sentiment. And, though the market may be a bit premature in incorporating a “soft landing” as the base case outlook, we concede that
risks appear to have somewhat moderated in recent days.



Important Disclosures and Disclaimers

This analysis and the opinions expressed herein are intended solely for institutional and professional investors that are responsible for assessing their own risk
tolerances under prevailing market conditions. SKY Harbor Capital Management, LLC (“SKY Harbor”) provides this document for informational purposes only. Nothing
contained in this document is or should be construed as an advertisement, or an offer to enter any contract, investment advisory agreement, a recommendation to buy
or sell securities of any kind, a solicitation of clients, or an offer to invest in any particular fund, product, investment vehicle, or derivative.

This document contains forward-looking statements that are based on SKY Harbor’s current views and assumptions. Forward-looking statements such as the findings of
our analytical research, our outlook for interest rates, Fed policy, the economy, high yield markets and the like, or our intended adjustments to the portfolios within our
strategies are subject to inherent risks, biases and uncertainties that are beyond SKY Harbor’s control and may cause actual results to differ materially from the
expectations expressed herein.

The information contained herein is subject to change, and SKY Harbor is under no obligation to update any information contained herein. Certain information
contained in this document has been obtained from third-party sources and, although believed to be reliable, has not been independently verified, and its accuracy or
completeness cannot be guaranteed. SKY Harbor, its affiliates, officers, directors and employees hereby disclaim any liability whatsoever related to the use of this
publication or its content and make no express or implied warranties of merchantability or fitness for any particular purpose or use with respect to the data,
projections, analysis, content, or conclusions included in this publication.

Investing in securities involves risk of loss and past performance is not necessarily indicative of future results. Fixed income securities, especially high yield debt
securities, are subject to loss of income and principal arising from credit risk, which is the risk that the issuer will be unable to make interest and principal payments
when due. Material risks in investing in high yield debt securities also include, but are not limited to, opportunity cost (the risk that an issuer’s credit trends deteriorate
resulting in a higher level of compensation demanded by the market relative to the initial investment), interest rate risk, liquidity risk, selection risk, and overall market
risk. In general, issuers of high yield debt securities have a greater likelihood of defaulting on the payment of interest or principal than issuers of investment grade
bonds. There can be no assurance that the investment objectives described herein will be achieved or that substantial losses can be avoided.

Gross performance results do not reflect the deduction of investment advisory fees, which would reduce an investor’s actual return. For example, assume that $1
million is invested in an account with the Firm, and this account achieves a 6% compounded annualized return, gross of fees, for five years. At the end of five years that
account would grow to $1,338,226 before the deduction of management fees. Assuming management fees of 0.55% per year are deducted annually from the average
annual AUM, the value of the account at the end of five years would be $1,302,846, which is the equivalent of an annual compounded rate of 5.43%. For a ten-year
period, the ending dollar values before and after fees would be $1,790,848 and $1,697,408, respectively. SKY Harbor’s asset-based fees are generally billed monthly or
quarterly in arrears. Please refer to the SKY Harbor’s ADV Part 2A or applicable Offering Documents for more information on fees. Consultants supplied with gross
results are to use this data in accordance with SEC, CFTC, NFA or the applicable jurisdiction’s guidelines.

SKY Harbor is not a tax or legal advisor. Prospective investors should consult their tax or legal advisors before making tax-related investment decisions.

The ICE BofA Index data referenced herein is the property of ICE Data Indices, LLC (“ICE BofA”) and/or its licensors and has been licensed for use by SKY Harbor. ICE BofA
PERMITS USE OF THE ICE BofA INDICES AND RELATED DATA ON AN "AS IS" BASIS, MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY,
QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE BofA INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO
LIABILITY IN CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND SKY Harbor or ANY OF ITS PRODUCTS OR
SERVICES.
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